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SUBJ: FMS SALE OF AIRCRAFT TO KENYA: FINANCING ASPECTS 

1 . CONGRESSIONAL REVIEW PERIOD OF 30 DAYS FOR PROPOSED 
SALE OF F-5E/F SQUADRON TO KENYA WILL EXPIRE AUGUST 6, 

AND LOA WILL HAVE TO BE SIGNED BY AUGUST 31 (WHEN TERMS 
OF LOA EXPIRE). IN ANTICIPATION OF SIGNATURE THIS MONTH, 
EMBASSY EXPECTS IN NEAR FUTURE TO DISCUSS WITH KENYAN 
DEFENSE AND TREASURY OFFICIALS THE FINANCIAL OBLIGATIONS 
THEY WILL ASSUME WHEN THEY SIGN THE LOA. AS RESULT OF 
USAF SURVEY REPORT PRESENTED IN EARLY JULY, GOK IS AWARE 
THAT PRICE TAG IS NOW ESTIMATED AT $70.2. THEY ASSUME 

U.S. WILL PROVIDE FINANCING FOR AT LEAST $65 MILLION OF 
THIS AMOUNT, WHICH WAS ESTIMATED COST OF PACKAGE DURING 
PRELIMINARY TALKS LAST FEBRUARY AND WHICH THE SECRETARY 
INFORMED PRESIDENT KENYATTA WE WOULD FINANCE. 

2. ALTHOUGH KENYANS WERE INFORMED BY USAF SURVEY TEAM 
THAT PART OF THE HIGHER COST ESTIMATE WAS DUE TO 
ACCELERATION OF DELIVERY TIME BY APPROXIMATELY SIX 
MONTHS (AND THEY ARE APPARENTLY WILLING TO PAY THE 
PREMIUM), THEY HAVE PROBABLY NOT YET FOCUSED ON THE 
IMPACT OF EARLIER DELIVERY ON SCHEDULE OF PROGRESS 
PAYMENTS DUE. THEY ARE PROBABLY ASSUMING THAT U.S. 
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COVER THE BILLS WHEN THE COME DUE. 

3. LATEST INFORMATION AVAILABLE TO EMBASSY IS THAT 
KENYANS HAVE SIGNED LOAN AGREEMENTS FOR $20 MILLION 
(FY 75 PLUS 76 AMOUNTS) AND THAT A FURTHER AMOUNT OF 
$15 MILLION IS CONTEMPLATED FOR FY-77. HOWEVER, 

TOTAL PROGRESS PAYMENTS DUE BY OCTOBER 77 WILL BE 
ABOUT $60 MILLION, LEAVING A SHORTFALL OF $25 MILLION 

FOR THE KENYANS TO MAKE UP. ANNUAL LOANS WOULD EVENTUAL- 
LY CATCH UP WITH AMOUNTS DUE, EXCEPT FOR GAP OF $5 MIL- 
LIONS BETWEEN $65 MILLION CREDIT PROJECTED AND ESTIMATED 
$70 MILLION COST OF PACKAGE. 

4. EMBASSY HAS REGULARLY CAUTIONED THE KENYANS THAT 
THE U.S. CANNOT MALE MULTI-YEAR COMMITMENTS OF FMS 
FINANCING, AND KENYANS UNDERSTAND MECESSITY OF GETTING 
CONGRESSIONAL APPROPRIATION EACH YEAR. HOWEVER, GOK 
BELIEVES IT HAS A COMMITMENT FROM THE ADMINISTRATION 
TO DO ITS BEST TO FINANCE ENTIRE PACKAGE (OR AT LEAST 

UP TO $65 MILLION), AND KENYANS ARE LIKELY TO BE 
SCHOKED BY NECESSITY OF SCRAPING UP AS MUCH AS $25 
MILLION TO TIDE THEM OVER FINANCING GAP IN MID-1977. 

BEFORE APPROACHING THEM ON THIS SUBJECT. WOULD 
APPRECIATE DEPARTMENT'S BEST EFFORT TO INCREASE 
AMOUNT OF FMS CREDITS MADE AVAILABLE TO KENYA IN FY-77 
AND FY-78 TO MATCH SCHEDULE OF PROGRESS PAYMENTS. IT 
IS PARTICULARLY IMPORTANT THAT KENYANS HAVE REALISTIC 
ESTIMATE OF ANY CREDIT SHORTFALL BEFORE THEY SIGN 
LOA. 
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